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in relation to the type of function per-
formed by each individual.

(d) Items excluded. Foreign base com-
pany services income does not in-
clude—

(1) Income derived in connection with
the performance of services by a con-
trolled foreign corporation if—

(i) The services directly relate to the
sale or exchange of personal property
by the controlled foreign corporation,

(ii) The property sold or exchanged
was manufactured, produced, grown, or
extracted by such controlled foreign
corporation, and

(iii) The services were performed be-
fore the sale or exchange of such prop-
erty by the controlled foreign corpora-
tion;

(2) Income derived in connection with
the performance of services by a con-
trolled foreign corporation if the serv-
ices directly relate to an offer or effort
to sell or exchange personal property
which was, or would have been, manu-
factured, produced, grown, or extracted
by such controlled foreign corporation
whether or not a sale or exchange of
such property was in fact con-
summated; or

(3) For taxable years beginning after
December 31, 1975, foreign base com-
pany shipping income (as determined
under § 1.954–6).

[T.D. 6734, 29 FR 6399, May 15, 1964, as amend-
ed by T.D. 6981, 33 FR 16497, Nov. 13, 1968;
T.D. 7893, 48 FR 22523, May 19, 1983]

§ 1.954–5 Increase in qualified invest-
ments in less developed countries;
taxable years of controlled foreign
corporations beginning before Jan-
uary 1, 1976.

For rules applicable to taxable years
of controlled foreign corporations be-
ginning before January 1, 1976, see sec-
tion 954(b)(1) (as in effect before the en-
actment of the Tax Reduction Act of
1975) and 26 CFR 1.954–5 (Revised as of
April 1, 1975).

[T.D. 7893, 48 FR 22508, May 19, 1983]

§ 1.954–6 Foreign base company ship-
ping income.

(a) Scope—(1) In general. This section
prescribes rules for determining for-
eign base company shipping income
under the provisions of section 954(f),

as amended by the Tax Reduction Act
of 1975.

(2) Effective date. (i) The rules pre-
scribed in this section apply to taxable
years of foreign corporations beginning
after December 31, 1975, and to taxable
years of United States shareholders (as
defined in section 951 (b)) within which
or with which such taxable years of
such foreign corporations end.

(ii) Except as described in paragraph
(b)(1)(viii) of this section, foreign base
company shipping income does not in-
clude amounts earned by a foreign cor-
poration in a taxable year of such cor-
poration beginning before January 1,
1976. See example 1 of paragraph (g)(2)
of this section for an illustration of the
effect of this subparagraph on partner-
ship income. See example 3 of para-
graph (f)(4)(ii) of this section for an il-
lustration of the effect of this subpara-
graph on certain dividend income. See
paragraph (f)(5)(iii) of this section for
the effect of this subparagraph on cer-
tain interest and gains.

(b) Definitions—(1) Foreign base com-
pany shipping income. The term ‘‘for-
eign base company shipping income’’
means—

(i) Gross income derived from, or in
connection with, the use (or hiring or
leasing for use) of any aircraft or vessel
in foreign commerce (see paragraph (c)
of this section),

(ii) Gross income derived from, or in
connection with, the performance of
services directly related to the use of
any aircraft or vessel in foreign com-
merce (see paragraph (d) of this sec-
tion),

(iii) Gross income incidental to in-
come described in subdivisions (i) and
(ii) of this subparagraph, as provided in
paragraph (e) of this section,

(iv) Gross income derived from the
sale, exchange, or other disposition of
any aircraft or vessel used or held for
use (by the seller or by a person related
to the seller) in foreign commerce,

(v) In the case of a controlled foreign
corporation, dividends, interest, and
gains described in paragraph (f) of this
section,

(vi) Income described in paragraph
(g) of this section (relating to partner-
ships, trusts, etc.),
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